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New York Spot: U.S.$ = 309 Mexican Pesos 


KEY ECONOMIC INDICATORS: MEXICO 


Mar. 
1983 1984 %Change 1985 % Change!/ 
National Accounts (Billions of Pesos) 


GDP at Current Prices 17,141.7 29,438.9 Fi5 N/A 
GDP at Constant (1970) Prices 856.2 885.9 3. N/A 
Per Capita GDP,Current Pesos2/ 228,615.4 383,359.4 67. N/A 
Fixed Capital Formation (1970 Prices) 137.2 144.7 5 N/A 


Industrial Production (1970=100) 

General Industrial Index 199, 209.2 : 224. 
Mining (12.0) 3/ 299. 304.5 . 310. 
Manufacturing (23.9) 3/ 190. 200.2 221. 
Construction (4.9) 3/ 175. 182.1 182. 
Electric (1.0) 3/ 291. 309.2 Z 304. 
Petroleum 4/ 401. 413.4 3 395. 


Money, Prices, Population 

Money Supply (N-1; Billions of 1,402. 2,286.9 63.1 2,é21. 
Pesos at End of Period) 

Consumer Price Index, End of 766. 1,219.4 59.2 1,447. 
Period (Average 1978=100) 

Producer Price Index, End of 480. 768.7 60.1 882. 
Period (Average 1980=100) 

Population (thousands, mid-yr) 74,980. 76, 791.8 2.4 78,524. 


Balance of Payments (U.S. $ Millions) 
Current Account Receipts 28,944. S25 teia7 


Exports 5/ 22,312. 
U.S. Share (percent) 58. 
Petroleum Exports 16,017. 

Current Acct.Expenditures 23,620. 

Imports 8,550. 

U.S. Share (percent) 63. 
Balance on Current Account ee 
Balance on Capital Account “1,303; 
Errors and Omissions -917 -150.7 83.6 -482. 
International Reserves 9/ 4,922 8,108.1 64.7 7,706. 
Average Annual Exchange Rate (Mex.$/U.S.$1) 


"Controlled" 120.17 16777 - 205. 
"Market"! 150.29 185.19 - 223. 


17 Percent change is March 1985 over March 1984. 
2/ In pesos, not billions of pesos. 
3/ Figures in parentheses refer to sectors' shares of GDP in 1984. 


4/ A subsector of the mining sector; includes the extraction of crude petroleum and natural 
gas and basic petrochemicals. 

S/ Figures do not include in-bond assembly industry trade. 

6/ Reserves computed with IMF criteria plus silver. 


; 8,134. 
24,053.6 ; 5,690. 
58.0 60. 
16,601.3 : 3,915. 
28, 760.4 21. 7,516. 
11,254.3 31. 3,276. 
65.2 70. 
3,967.4  -25.5 618 
“1,560. ,-<0hs -605. 
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SOURCE: Bank of Mexico Reports; Embassy Estimates; National Population Council of Mexico; 
Sistema de Cuentas Nacionales de Mexico, 1984. 





II. SUMMARY 


In 1984 the Mexican economy surpassed its growth targets with 
real GDP growth of 3.5 percent following real declines of 5.3 
percent in 1983 and 0.5 percent in 1982. The growth came 
primarily from non-petroleum exports such as steel, chemicals, 
in-bond industries, and automobiles. At the same time 
inflation at 59 percent was almost 20 percentage points over 
target. The public sector financial budget deficit, according 
to government estimates, was equivalent to 7.4 percent of GDP, 
exceeding the target of 6.5 percent. The money supply was 
growing faster than inflation at year end. 


Petroleum production in 1984 was slightly above that in 1983 
even with a temporary production cutback in November. 

Petroleum exports at $16.6 billion in 1984 accounted for 69 
percent of all of Mexico's merchandise exports. The trade 
surplus for 1984 was almost $13 billion and the current account 
surplus was about $4 billion. Non-petroleum exports were up by 
about 26 percent. Imports were up 18 percent in dollar terms 
but remained well below 1982 and 1981 levels. 


In the first half of 1985, foreign exchange reserves contracted 
as exports decreased and imports increased. The government's 
mid-year estimate for annual GDP growth is 2.5-3.5 percent, a 
figure which satisfies the goal of continued growth in the 
economy, but would imply some reduction in the rate of economic 
expansion during the second half of the year. Inflation during 
the first half of the year reached almost 26 percent, a clear 
indication that the 35 percent annual inflation target will be 
exceeded. Trade and current account surpluses have declined 
compared to the previous two years. 


The international petroleum market and interest rates have had 
considerable influence on Mexico's economy in 1985. Petroleum 
prices have already been adjusted downward three times causing 
a decline in export revenues. Lower world interest rates have 


brought about savings in debt servicing costs on foreign loans 
but higher domestic interest rates have offset some of the 
consequent budget savings. 


Mexico signed a subsidies agreement with the United States in 
April which gave Mexico the injury test in countervailing duty 
cases but called for a progressive elimination of all export 
subsidies, including subsidized export financing. In addition, 
Mexico has introduced its DIMEX program to allow Mexican 
exporters to import with less regulation. The Mexican 
government has completed a process to sell the commercial 
banks' share holdings in private companies and is selling or 
dissolving a large number of parastatals. 
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III. RECENT ECONOMIC DEVELOPMENTS: THE MEXICAN ECONOMY IN 1984 


The Economy Grew But Inflation And The Budget Deficit Continue 
at High Levels: After remaining flat during the first part of 

, the Mexican economy entered into a recovery phase in the 
second half of the year. Real GDP growth for 1984 was 3.5 
percent. However, inflation (CPI) reached nearly 60 percent 
and was accelerating during the last four months of the year. 
Both of these figures were higher than original year-end 1983 
Mexican government projections of 1 percent growth and 40 per- 
cent inflation. Nonetheless, they represent considerable 
improvements over the previous two years; Mexico's growth rates 
were negative in both 1982 (-0.5 percent) and 1983 (-5.3 
percent) and inflation in those years was 99 percent and 81 
percent, respectively. 


When President de la Madrid took office in December, 1982, the 
Mexican economy was plagued by rising inflation, capital 
flight, and falling output and employment. Foreign exchange 
reserves were not sufficient to meet even the country's short 
term external liabilities. The new President's inauguration 
followed by only four months the events of August 1982 when the 
Mexican economic crisis came to a head. At that time the 
country was forced to seek emergency assistance to avoid 
running out of foreign exchange. It also began planning in 
earnest an economic adjustment program to bring about major 
structural changes in the economy. Since the late 1970's, the 


Mexican Government had followed a policy of financing develop- 
ment through sharply increased public sector expenditures and 
external borrowing. These policies led to burgeoning public 
sector deficits, accelerating inflation and an increase in the 
Mexican public sector's external debt from $4 billion (12 per- 
cent of GDP) in 1970 to $59 billion (36 percent of GDP) in 1982. 


President de la Madrid began his six-year term of office with a 
Strategy for reordering the economy. This six-year strategy 
envisioned major structural changes in the economy during the 
first two years of his administration to be followed by growth 
at 3.5-6 percent per year in the remaining four years. The key 
to implementing this plan was a three-year Extended Fund 
Facility Program with the International Monetary Fund. The 
major objectives of this program were massive annual reductions 
in the real size of the public sector deficit, sharp annual 
declines in the rate of inflation, substantial cutbacks on 
external borrowing and a progressive build-up of foreign 
exchange reserves. The results of his first two years in 
office included declining inflation, a gradual recovery of 
economic activity, strengthening of public finances, improve- 
ment in the country's external accounts, a restructuring of the 
country's external debt, and until recently, steady increases 
in the country's foreign exchange reserves. 
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Mexico's real GDP growth of 3.5 percent in 1984 followed 
negative growth of 5.3 percent in 1983. Much of this growth 
came in the second half of 1984. For instance, industrial 
production grew 5.7 and 9.1 percent in the third and fourth 
quarters compared to 2.6 and 1.9 percent increases in the first 
and second quarters. The major sectors of the economy all 
showed positive growth in 1984 over 1983 with electricity 
highest at 7.0 percent. The manufacturing sector's growth was 
5.4 percent, while agriculture grew 2.4 percent. The mining 
sector which includes petroleum increased at only a 1.6 percent 
rate. Of these sectors, only agriculture and electricity had 
positive growth in 1983. 


According to the Government of Mexico, the reasons for recovery 
include 


a) The tax deduction of 75 percent of the value of the asset 
for machinery, equipment and buildings which stimulated 
investment in the first year; 


b) The recovery in exports stimulated industrial production; 
and 


c) Higher non-petroleum exports partially alleviated the 
shortage of foreign exchange which allowed higher imports. 


It appears that increased consumer demand also contributed 
importantly to the upswing. 


Much higher than average growth in 1984 was recorded in auto- 
mobiles (14.9 percent), steel products (13.3 percent), office 
machines (64.1 percent), cement (8.0 percent) and synthetic 
fibers (7.9 percent). The following table shows the perform- 
ance of several manufacturing sectors: 


Manufacturing Production 
(Excluding Petroleum ang Petrochemical Refining) 
(Percent Change) 


Division 1983/1982 1984/1983 
Food, Beverages, and Tobacco -1.2 1.6 
Textiles, Clothing, and Leather Goods -4.8 
Wood and Wood Products -14.4 
Paper and Printing -7.4 
Chemicals, Petroleum Derivatives 

--Rubber and Plastic Products 0.3 
Non-metallic Minerals Except Petroleum -10.4 
Metals Industries -$.3 
Machinery and Equipment -22.6 


— pm 


“Sw uo NW Dh 
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Total Manufacturing -7.3 


uw 
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Manufactures by Type of Good 
(Percent Change oST/I98S) 


Total Manufactures 
Consumer Goods 
Durables 
Non-durables 
Intermediate goods 
Capital goods 


Gross fixed investment increased 5.4 percent in 1984 after 
drops of 15.9 percent and 27.9 percent in 1982 and 1983 
respectively. Public sector investment grew 0.6 percent while 
private sector investment was up 8.8 percent. The 75 percent 
tax deduction for certain types of investments mentioned above 
provided the major incentive for the growth in investment. 
Investment in machinery and equipment increased at a faster 
rate than did investment in buildings. 


Petroleum Production and Exports Remained at The Same Levels in 
1984 as in 1983: During TORS Mexico's oil industry was 

affected by the worldwide decrease in demand for petroleum 
products and the shrinkage of the domestic economy. Production 
of crude and related products declined by 2.9 percent from 1982 
to 1983. For the period of January through September 1984, 
production was up about 5 percent but a temporary output 
reduction of 100,000 barrels per day began on November 1, 1984 


and other cutbacks brought production back to only 0.7 percent 
above the 1983 level for the year as a whole. Mexico was able, 
however, to maintain its position as the fourth largest oil 


producer in the world following the USSR, Saudi Arabia, and the 
United States. 


One area of improvement was Mexico's production of refined 
petroleum products. In 1983,exports of refinery products 
reached about 28 million barrels with a value of $850 million 
while in 1984 exports were about 39 million barrels with an 
estimated value of $1.15 billion. Mexico's total petroleum and 
product exports for 1984 were $16.6 billion and accounted for 
69 percent of all of Mexico's merchandise exports. In 1984, 
crude oil exports went to 23 countries: the United States 
purchased about 49 percent followed by Japan (11 percent), 
Spain (7 percent), the United Kingdom (7 percent), and France 
(6 percent). Exports were composed of 41 percent light grade 
Isthmus and 59 percent heavy-grade Maya crude. Mexico's proven 
oil reserves increased slightly in 1983 from 72 to 72.5 billion 
barrels but were lowered in 1984 to 71.75 billion barrels. 
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Petroleum Production 


Percent 
Total of 
Crude Crude Hydrocarbon Total 


Production Exports Exports Exports 
(Thousands of barrels/day) eS ions) 


1977 981 202 1,018.7 21.9 
1978 1,209 365 3,837.2 30.3 
1979 1,461 533 3,986.5 44.7 
1980 1,936 828 10,401.9 68.0 
1981] 2,312 1,098 14,574.0 75.0 
1982 2,746 1,492 16,594.5 79.0 
1983 2,665 Bs Soe 16,164.9 74.9 
1984 2,685 i eas 16,601.3 69.0 


The domestic prices of Mexico's gasoline products have risen 
sharply since December 1982 as an integral part of the 
country's economic adjustment program, This requires a 
reduction of subsidies to help temper public expenditures and a 
movement toward world prices in the Mexican market. In dollar 
terms, unleaded gasoline increased from $1.02 in October, 1983, 
to $1.15 in April, 1984 and to $1.26 in January, 1985 (using 
the Mexican government's "market" exchange rate on the date of 
each increase). 


In early December 1984, a huge gas explosion occurred at a PEMEX 
gas depot in San Juan Ixhuantepec on the outskirts of Mexico 
City. However, the tragedy will have a very limited impact on 
PEMEX's financial position and ability to carry out its 
operations as a producer and distributor of petroleum products. 


Agricultural Production Continued to Improve: During 1984, 
Mexico's agricultural performance continued its recovery from 
the drought-depressed levels of 1982. Basic grain and oilseed 
harvests probably increased about five percent in 1984 compared 
to 1983. More-than-adequate rainfall in 1984 led to higher 
production levels despite excessive rain in cert2in crop 

areas. Wheat output, rising by 30 percent, accounted for most 
of the increase in total grain harvests. Livestock production 
was mixed in 1984. Cattle production remains depressed but is 
estimated to have increased slightly because of better prices 
to the producer. Poultry output and demand also recovered in 
1984, whereas pork production continued to decrease because of 
unprofitable prices to producers. Official price hikes for 
basic agricultural products were generally equal to or above 
the overall official inflation rate of 59 percent. However, in 
some cases these price increases did not keep pace with input 
costs. 





Mexico's total agricultural imports decreased 20 percent in 
volume in 1984 compared to the previous year. The United 
States remains the dominant supplier of agricultural 
commodities to Mexico with soybezas, sorghum, and corn, as 
principal items. Based on U.S. trade data, the United States 
exported $2.01 billion of agricultural products to Mexico in 
1984, compared to $1.94 billion in 1983. Mexico's $1.28 
billion in agricultural exports to the U.S. (its main market) 
in 1984 were about equal to its exports of these products in 
1983. Coffee, fruits, and vegetables are its primary 
agricultural exports to the United States. 


Mexico's 1985 total crop production will probably be near or 
slightly above 1984's favorable level assuming good moisture 
conditions and adequate reservoir water levels. Therefore, 
imports of basic foodstuffs probably will be close to or 
slightly below those in 1984. Livestock production should 
continue to recover in 1985, given higher production support 
prices and the government's stated intention to bring about 
real wage increases. 


External Surpluses Remained Large: During 1984,the balance of 
payments reftlecte mportant trends in the national economy and 
in the international situation. The national recovery 
stimulated sharp rises in imports and currency outflows in 
tourism, frontier transactions, and other non-factor services. 
Higher growth in developed countries, particularly the U.S., 
Stimulated Mexican non-petroleum exports and helped to offset a 
mid-year swell in international interest rates. 


In 1984,Mexico continued to register substantial surpluses in 
both the trade and current accounts of the balance of pay- 
ments. The current account surplus was $4.0 billion which was 
$1.4 billion less than in 1983. The merchandise trade surplus 
of $12.8 billion was $1 billion less than in 1983. The 
positive trade balance was aided by an 18 percent growth in 
non-petroleum exports, whereas petroleum exports grew only at 
3.6 percent. Imports declined by 41 percent in 1983 but rose 
32 percent in 1984. This growth was due primarily to increased 
activity in the industrial sector and the demand for imported 
inputs for export production. 


In-bond industries generated 41 percent more foreign exchange 
in 1984 than in 1983. These companies now employ twice as many 
people as in December 1982. During 1984, 50,600 new jobs were 
created in the in-bond industries, or half of all new jobs 
created by the manufacturing sector in 1984, 
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The tourism balance for 1984 (net inflows weresl.3 billion 
dollars) was 10 percent above the previous year. The tourism 
balance for 1983 had risen by over 90 percent but important 
factors in holding down the growth of revenues last year were 
the added strength of the dollar against European currencies 
(which encouraged more travel to Europe) and the Los Angeles 
Olympic games (which attracted many Mexicans to the U.S.). 
Frontier transactions showed a deficit of $191 million in 
1984. In 1983,Mexico had a positive balance in this category. 
Reasons for the change in the balance would include (a) 
increased economic activity in the Mexican border cities 
largely because of maquiladoras and (b) the real appreciation 
of the Mexican peso vis-a-vis the dollar, which made purchases 
in the United States more attractive. 


Major Foreign Exchange Flows in the Current Account 
aod ee es Millions) 


Receipts Expenditures 
(Exports) (Imports) Balance 


Border transactions 1,329 1,520 -191 

Tourism 1,953 646 1,307 

In-Bond Industries L255 - 1,155 
(Maquiladoras) 

Merchandise Trade 24,054 11,254 12,800 


Interest 2,052 11, 856 -9,804 

Other Services 1,524 2,786 -1,262 
(Non-financial) 

Transfers 399 23 376 


The capital account for 1984 showed a net outflow of $1.6 
billion compared to $1.1 billion in 1983. This results in 
large part from a sharp contraction in the use of long-term 
external credits. Public sector amortization payments totaled 
only $1.7 billion. Private-sector debt-amortization payments 
came to $2.1 billion of which $570 million was made via the 
Mexican Government program called FICORCA which provides 
Mexican private sector borrowers with foreign exchange risk 
coverage on their foreign debt. Net direct foreign investment 
for the entire year came to $391 million. The errors and 
omissions category shows a negative balance of $151 million 
compared to a negative $917 million in 1983. 


Mexico's foreign exchange reserves increased by $3.2 billion in 
1984. This increase resulted mainly from the trade surplus. 

At end of July 1985 reserves stood at $6.2 billion, a decline 
of $2.2 billion over 1984, mainly due to reduced oil revenues 
and accelerated government spending. 
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Balance of Payments 
($ Billions) 


Current Account 
Merchandise Trade 
Financial services (Largely 
Interest Payments) 
Capital Account 
Long Term 2.6 
Short Term 


Errors and Omissions -0.2 


Central Bank (Bank of Mexico) 2.2 

Loans from international 

organizations -.2 1.1 

Change in Reserves os4 3.2 
1984 Inflation Was 20 Points Less than in 1983 but 20 Points 
Over Target: The Consumer Price Index increased 59.2 percent 
in 1984 on a December-to-December basis. Producer prices rose 
by 60.1 percent. The wholesale prices for Mexico City were up 
by 63.2 percent. These three indices all showed improvement of 
15 to 20 percentage points compared to 1983. The December-to- 
December increase is generally used as the benchmark rather 
than the average year-to-year increase. From 1983 to 1984, the 
average year-to-year rates of increase were somewhat higher 
than the December-to-December levels. The average increases 
from 1983 to 1984 were CPI: 65.5 percent, producer prices: 63.6 
percent, and WPI (Mexico City): 70.3 percent. The comparable 


rates from 1982 to 1983 were 101.9, 99.3, and 107.4 percent 
respectively. 


The inflationary pressures in 1984 were due to a number of 
factors. In an effort to reduce the level of subsidies, the 
Mexican government has been raising the prices of price- 
controlled products at a faster rate than the prices of non- 
controlled products (66.1 percent vs 55.7 percent). 
Particularly large hikes were registered in gasoline, bread, 
soft drinks, tortillas, eggs, milk, and electricity. Prices of 
those items included in the "basic food basket" jumped by 74.2 
percent compared to 72.1 percent in 1983. 


Government spending has also been a major contributing factor. 
During the first half of the year the combined deficits of the 
parastatal companies, excluding PEMEX, were more than 100 
percent of their programmed deficits for the entire year. 
Furthermore, the government progressively reflated the economy 
and the ratio of the public sector deficit to GDP in 1984 was 





ll 


7.4 percent as compared to a 6.5 percent figure agreed to with 
the IMF. The high degree of import protection in Mexico also 
exerted an inflationary impact as did a larger than expected 
net inflow of foreign exchange. Finally, in several industries 
where product demand is relatively inelastic, prices increased 
at a faster pace than costs as companies made an effort to 
maintain profit levels. 


The Money Supply Growth Was Higher Than Inflation: In 1984, 
the M-I measurement of the money supply grew by 63.1 percent, 4 
percentage points more than the rate of inflation. The M-4 
measurement of total obligations of the banking system grew by 
67.6 percent. The rates for 1983 were 41.4 and 59.8 
respectively. The increase in monetary aggregates reflected 
the increase in international reserves (largely due to the 
trade surplus), the injection of liquidity from public sector 
spending, and the recovery of deposits in financial 
institutions. Bank deposits increased by 5.1 percent in real 
terms during 1984, 


The growth of M-l progressively rose throughout 1984. The 
previous twelve-month rate of inflation measured in January 
1984 was 73.4 percent while M-1 growth was 41.7 percent. As 
noted in the table below, by November they were virtually the 
same at slightly more than 59 percent and a large increase in 
the money supply in December partially because of Christmas 
bonuses and high levels of government spending put year-end M-1 


growth ahead of inflation. 
M-1 GROWTH VS. INFLATION 


M-1 Growth Over CPI Increase 
The Same Month Over the 
In Previous Year Previous 12 Months 


Year-End 1983 41.4 80.8 
January 1984 41.7 73.4 
February 44.7 Teed 
March $0.2 72435 
April 56.7 69.1 
May 56.8 67.4 
June 56.9 67.1 
July 55.0 64.5 
August 50.9 62.8 
September 54.8 62.7 
October 59.3 63.0 
November 59.1 59.2 
December 63.1 $9.2 
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Interest rates progressively declined from January through much 
of 1984 and then tended to stabilize during the last part of 
the year. Interest rates on short term time deposits (30-90 
days) fell from 53-54 percent in January to 45-46 percent in 
October. Interest rates on 90 day Treasury notes fell from 
52.5 percent to 47.7 percent during the first 11 months of the 
year while the effective rate of interest for low risk business 
loans declined from 88.2 percent to 69.8 percent over the same 
period. 


The Mexican government increased the minimum wage level by 30.4 
percent on January 1, 1984, by 20 percent on June 6, by another 
30 percent on January 1, 1985, and, most recently, by a 16 
percent hike in June, 1985. The cumulative total for 1984 
comes to about 56 percent when the June 1984 increase is 
coupled with that of January 1984 or that of January 1985. 
Since the official inflation rate for that period was somewhat 
higher (59 percent), there was a slight real reduction in 
minimum wages in 1984. This followed larger real declines in 
1982 and 1983. The minimum wage, while not representative of 
all income in Mexico, tends to set a precedent for other wage 
negotiations. No further wage raises are expected in 1985, 
bringing a slight reduction in real wages for the year. 


Mexico maintained a dual exchange rate system throughout 1984, 
The controlled rate depreciated against the U.S. dollar by 33.8 
percent and the official market rate by 30.1 percent. Both 
rates maintained a daily slide of 13 centavos per day until 
December 6, 1984 when the slide increased to 17 centavos per 
day. The devaluation rate was raised again to 21 centavos per 
day in March, Finally, on July 25 the government devalued the 
peso by 20 percent, moved to a variable float. Until further 
notice each day's rate will be set by a committee of central 
bankers and economists. Major reasons for the progressive 
devaluation include: (1) the resurgence of inflation near year 
end-1984, (2) the revaluation of the dollar against major 
international currencies, and (3) a real appreciation of the 
peso against the dollar given the differences in inflation 
between the two countries. 


The Budget Deficit Was Larger than Programmed: Mexico's public 
sector financial deficit for 1984 was about 2.2 trillion pesos, 
slightly more than the 1983 deficit in absolute terms. As a 
percentage of GDP, the deficit fell from 17.6 percent in 1982 
to 8.9 percent in 1983 to 7.4 percent in 1984. During 1984, 
about 83 percent of the deficit was financed internally, 
primarily through central bank operations. This compares with 


66 percent in 1983. In both years foreign loans financed the 
remainder. 


Technically, the federal government accounted for most of the 
overall public sector financial deficit in 1984 according to 
basic data supplied in the Bank of Mexico's annual report. As 
a group parastatal entities ran a surplus of 235 billion pesos, 





but this would become a deficit if PEMEX's 500 billion peso 


surplus were taken out. However, 


if subsidies and transfers to 


the parastatals were put back into the federal government's 
account, the parastatals other than PEMEX would account for the 


bulk of the deficit. 


Public Sector Finances 


esos 1 


Revenue 


Federal Government 
Taxes paid by PEMEX 
Other taxes 
Other 


Parastatal Enterprises 
PEMEX 
Others 


Sectors outside the budget 
(Metro, Federal District) 


Compensatory transactions (to 
avoid double-counting) 


Expenditures 
Personnel 
Interest 
Subsidies and Transfers 
Investment 
Other 


Other: 
Deficit outside budget 
Financial Intermediation 


Financial Deficit 


10ns 


1983 
5,895.0 


3,181.0 
1,170.5 
1; Sa7Ts 

183.2 


4,433.6 
2,544.0 
1,889.6 


295.6 


-2,015.2 


7,320.8 
E, 203.'9 
2,180.7 

981.7 
1,317.8 
1,543.1 


93.6 
95.0 


1,520.8 


1984 
9,484.2 


4,942.6 
1,707.7 
3,005.7 

229.2 


6,956.3 
3,840.8 
apsEs.9 


$S3=35 


-2,948.0 


11,188.2 
1,879.5 
3,097.8 
1,418.1 
1,891.2 
2,748.6 


153.0 
399.0 


2,103.0 


PEMEX accounts for a very large share of the Mexican govern- 
ment's revenues. Once transfers and subsidies are netted out, 
petroleum operations provided almost 60 percent of public 
sector revenues in 1984. Taxes (excluding taxes paid by PEMEX) 
provided around 32 percent of the total. 


On the expenditure side, the largest single component was 
interest costs which came to about 28 percent of total. 
little over half of these interest outlays went to servicing 


the public debt held externally. 


amounted to 18 percent of total expenditures. 


A 


Capital expenditures in 1984 
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Source of Public Sector Deficit 
esos Billions 


Federal Government l oféaea 


Parastatal Entities -235.3 
PEMEX 
Others 


Sectors outside budget ZE¥.23 
Financial Intermediation 399.0 


Financial Deficit 2,103.0 


IV. DEVELOPMENTS IN 1985 AND IMPLICATIONS FOR THE UNITED STATES 


In the First Half of 1985 Positive Economic Growth Continues 
oreign Exchange Intlows Contract an nfilation Is er than 

Target The Mexican government's economic strategy for 1985 
stressed the safeguarding of the hard won economic improvements 


realized in 1983 and 1984. The four fundamental objectives for 
this year were: 


Continuing reduction in inflation, 


Continued reactivation of economic activity and further 
structural changes in the economy. 


An increase in real wages and improvement in the economic 
well-being of the Mexican populace. 


Further adjustments (i.e., increased revenues and more 
efficient spending) in public finances and additional 


progress in reducing the financial deficit of the public 
sector. 


The Mexican government's December-to-December inflation target 
for the year is 35 percent, down significantly from the 59 
percent rate in 1984. However, cumulative consumer price 
inflation for the first 7 months of 1985 is 30.1 percent which 
would imply year-end inflation somewhat below the 1984 level 
but well above target. Inflation thus far in 1985 steadily 
decreased from a January rate of 7.4 percent on a 
month-to-month basis to 2.4 percent in May and 2.5 percent in 
June, the lowest monthly rises since November 1981. During 
July, though, prices rose more quickly again, registering an 
overall increase of 3.5 percent for the month, 
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M-1 GROWTH VS. INFLATION 


M-l1 Growth Over CPI Increase 
The Same Month Over the 
In Previous Year Previous 12 Months 


Year-end 1984 63.1 59.2 
January 1985 61.9 60.8 
February 63.7 59.0 
March 59.5 58.4 
April 53.5 56.5 
May N.A. 55.1 
June N.A. SF 


The Mexican government increased the minimum wage by 30 percent 
in January 1985 and by another 18 percent in June 1985 for a 
cumulative compounded annual rate of just over 53 percent. 
Until the gcvernment introduced new austerity measures in late 
July, total minimum wage increases for the year were expected 
to exceed inflation. With the July 25 devaluation, however, 
inflation may pick up again. The government consequently has 
announced that no further wage increases will be granted this 
year. For the third year in a row real wages may drop. 


At mid-year 1985 the Mexican government is projecting GDP 
growth in the 2.5 to 3.5 percent range. Through June the 
economy probably has been growing at a faster rate, of about 
4-5 percent. However, it appears that growth during the second 
quarter was lower than in the First quarter. Moreover, the 
authorities are expecting a considerable slowdown in economic 
activity during the second half of the year. Primary 
contributing factors are expected to be cutbacks in public 
sector spending complemented by contractions in the nominal 
rates of growth in the money supply and credit. 


According to Bank of Mexico figures employment in the manu- 
facturing sector as of March 1985 was 4.5 percent higher than 
in the same month in 1984. The Mexican government has stated 
on numerous occasions that the open unemployment rate has 
remained stable at about 8 percent since 1982. Underemployment 
remains a serious problem in Mexico with some estimates ranging 
as high as 40-45 percent of the economically active population 
but this is not a great increase over more normal times. 


The real rate of growth of funds flowing into the financial 
system has been negative so far this year. Resource capture 
(new deposits in the banking system plus purchases of Treasury 
bills) in 1985 has increased by only 13 percent during the 
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first five months of the year which marks a substantial decline 
in real terms given that inflation for the same period was 23 
percent. Real levels of financing by the banks to individuals 
and companies is also down and the government has been 
absorbing the bulk of new credit flows. 


As a result of this and ongoing inflationary pressures interest 
rates on Treasury bills have risen dramatically. The short 
term rates for bills issued in the last week of June rose to 
73.6 percent, implying very high real interest rates. The 
rates for Treasury bills at the start of the year were less 
than 50 percent. Interest rates on peso denominated savings 
accounts also rose dramatically during the second quarter of 
1985. Furthermore, the average cost of funds for commercial 
banks has risen every month in 1985 from January's 47.2 percent 
to May's 53.8 percent. 


The daily slide of the peso in the controlled and official 
market rates increased from 17 to 21 centavos per day in March 
1985 in a move to narrow the gap between the slippage in the 
exchange rate and the difference in the inflation rates in the 
United States and Mexico. As of July 15, 1985, there have been 
several sharp increases in the offshore exchange rate. The 
increases in this rate have reached almost 60 percent over the 
controlled market rate in short bursts and sustained levels of 
30 percent over the official market rate. These high offshore 
rates reflect concern over inflation, oil prices, and the 
general state of the economy. The 20 percent devaluation 
announced on July 25 was intended to - and has achieved the 
result of - narrowing the pay. 


Mexico retained its existing dual exchange-rate system until 
mid-year 1985 when the following events occurred: 


-- Banks were allowed to open exchange houses operating at 
the true market exchange rate (i.e., they were allowed to 
offer rates to compete with offshore rates). 


The official market exchange rate was eliminated; foreign 
exchange for tourism and non-essential imports was 
available only at a true market exchange rate. As of this 
writing, the controlled rate (for foreign trade and debt 
payments--80 percent of foreign exchange transactions) 
remained in place under a variable rate regime. 


The budget deficit has remained a difficult problem in 1985, 
although lower than expected international interest rates have 
provided some relief. Government indicators for the first 
quarter of 1985 show the deficit for that period to be about 
$40 billion pesos, which represents a 53 percent increase over 
the deficit for the first quarter of 1984, which, after 
subtracting inflation, would be almost no change in real 
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terms, Non-interest outlays have been running higher than 
projected although interest payments are lower because of the 
Sharp fall in international interest rates over the past 9 
months. In the first quarter of 1985 the government's internal 
indebtedness increased by 476 billion pesos, 78 percent more 
than the increase in the first quarter of 1984. However, 
external indebtedness increased by about 64 billion pesos, 25 
percent lower than the corresponding increase in 1984, 


The Mexican government has announced three separate public 
sector budget cuts--the first in mid-February for 250 billion 
pesos, a second of 300 billion pesos in early June, and a 110 
billion peso cut at the end of July. The major area to be cut 
back by the first two budget adjustments is public sector 
investment, particularly the energy and steel sectors. The 
third budget cut served more to simply rein in short-term 
spending, which had risen rapidly just before the July 7 
election. The major area to be cut back is in public sector 
investment, particularly in the energy and steel sectors. One 
of the reasons for these budget measures was to prevent the 
country from having to use the special contingency fund in the 
budget (200 billion pesos) which is intended for possible use 
in the event of further increases of international interest 
rates or further declines in petroleum prices. 


Other reasons for the cuts include the need to combat inflation 
and to cope with the increasing uncertainty surrounding the 


future of world petroleum prices. These budget cuts represent 
attempts by the Mexican government to try to keep the public 
sector financial deficit as a ratio to GDP within the accept- 
able range specified in its original agreement with the IMF. 
That benchmark is slightly less than S percent of GDP for 1985. 


Interest rates have had a significant effect on public sector 
spending thus far in 1985. The prime rate in the United States 
has declined from 13 percent in September 1984 to 9.5 percent 
in June 1985. It has been estimated that Mexico's annual 
interest payments decline by around $700-800 million for each 1 
point decline in the prime rate. Mexican government officials, 
however, said that budget savings from lower debt servicing 
costs on external debt will be offset in part by higher 
domestic interest rates on the internal debt. 


According to budget estimates by the Mexican government, new 
foreign borrowing by the public sector in 1985 will be limited 
to $1 billion, the lowest level in the last 13 years. Further- 
more, the authorities have made a commitment that between 1983 
and 1985 net new public sector foreign borrowing will not 
exceed $8.8 billion. Currently, it appears that Mexico will be 
able to meet this commitment. 
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Mexico's negotiations with its foreign commercial bank 
creditors in 1984 were highly successful and a tentative agree- 
ment was.reached on rescheduling $48 billion. Final agreement 
in principal was reached in early 1985. As a result of thi 
rescheduling average annual amortization payments during th- 
rest of the decade will be about $9 billion less than under 
original agreements with the banks. Furthermore, the benchmark 
for calculating interest payments will now be LIBOR rather than 
the U.S. prime rate and this is expected to save $300-500 
million per year in interest payments through 1989. 


According to government statistics, at the end of March 1985 
Mexico's public sector external debt stood at $69.96 billion, 
an increase of $580 million over ‘he year end 1984 figure. Of 
the total public sector debt, 37.6 percent corresponds to the 
federal government, 38.7 percent to the state enterprises under 
budget control, 19.5 percent to development banks and 4.1 
percent to other entities. Debt servicing payments during the 
first 3 months of the year totaled $3.67 billion. Of this $2.2 
billion corresponded to interest payments and $1.47 billion 
corresponded to amortization. Public sector net external debt 
increased by $400 million during the first quarter of 1985. 
This is 40 percent of the total increase in net external 
indebtedness programmed for the year. United States banks and 
official institutions account for 28.7 percent of Mexico's 
total public sector external debt. 


Surpluses Continue in Trade Balance and Current Account But At 
Lower Levels Than 1983 and 1984: Mexico's large 1984 trade and 
current account saaphases; $12.8 billion and $4.0 billion 
respectively, will probably decrease in 1985. For the first 
quarter of 1985 merchandise exports declined by 11.1 percent 
and the trade balance declined by 40 percent as imports 
increased by 39 percent. Even so, the trade surplus was still 
a sizeable $2.4 billion. Among exports, petroleum products 
declined by 9 percent and non-petroleum exports declined by 16 
percent. During the year,crude oil exports are expected to 
average 1.4-1.5 million barrels per day. The price of Mexico's 
heavy crude, called Maya, was reduced by $1.50 in May 1985 and 
again by an average of 77 cents on July 10. The price of 
Mexico's light crude (Isthmus) declined by an average of $1.24 
on July 10. The July price decreases were enacted after the 
country had lost sales of about 600,000 barrels per day as 
former customers turned to other sources. If Mexico can return 
to its former average of 1.5 million barrels of oil exports per 
day, it will hold its export revenue loss because of the July 
price adjustment to about $275 million for 1985. Earlier price 
adjustments are expected to result in a loss of revenue for the 
year of about $600 million. When combined with losses due to 
lower export volumes the total revenue losses for Mexico 
because of the measures taken so far in 1985 would be about 
$1.8-2 billion. 
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Mexico registered a current account surplus of $218 million for 
the January-March period. The in-bond industries generated net 
receipts of $207 million and net tourism receipts were $306 
million (in spite of the fact that gross tourism receipts were 


down by 4.4 percent and tourist expenditures abroad were up by 
46 percent). 


The Subsidies Agreement with the United States Highlights a 
Number of Major Policy Moves In The First Halt of Tose: In 
May, Mexico and the United States signed a subsidies under- 
standing which provides Mexico the injury test in 
countervailing duty cases. In turn, Mexico agreed to phase out 
export subsidies by the end of 1986. Another major development 
was the DIMEX program which is intended to facilitate the 
acquisition of imports by exporters. Under this plan,Mexican 
exporters will be allowed to import up to 30 percent of the 
value of their exports without a requirement for import 
licenses provided the imports are not on a restricted list 
(which covers approximately 900 articles or 29 percent of 
Mexico's imports in 1984). All imports brought in under the 
program must also pay at least a minimum tariff of 10 percent. 


Early in 1985 new legislation was enacted governing the 
activities of financial institutions, including the Bank of 
Mexico. This legislation is designed to enhance the role of 
the central bank in formulating monetary policy and restrict 
its role in providing financing for the public sector deficit. 


In other moves the government of Mexico has completed the sale 
of the shares in non-strategic companies owned by the 
nationalized banks. At the time of nationalization the 
commercial banks owned sizeable numbers of shares in other 
companies. The value of the shares sold totaled about 87 
billion pesos and this was viewed as a positive development to 
help enhance efficiency in the economy. Subsequently, the 
authorities announced that the government would be selling off 
or dissolving non-strategic parastatals. To date,there has not 
been a strong record of demand for these companies. 


The Foreign Investment Climate Remains Uncertain: Foreign 
investment is generally welcome in Mexico, except in certain 
areas reserved for Mexican nationals. It is, however, subject 
to close government scrutiny and regulation, particularly in 
cases of majority foreign ownership. Although foreign invest- 
ment grew Significantly between 1950 and 1981, it remains a 
small share of total investment in the economy. Over the past 
two years net foreign investment inflows have risen more slowly 
than during the late 1970's, in part because of the economic 
recession in the country which lasted from 1982 until mid-1984, 





The rules governing foreign investment are contained in three 
laws enacted during the 1970's and their subsequent 
regulations: The 1973 law to promote Mexican Investment and 
Regulate Foreign Investment; the 1973 Technology Transfer Law; 
and the 1976 Law on Inventions and Trademarks. At present, 
most foreign investors are limited to minority ownership with 
exceptions being granted in cases where authorities consider 
the investment to be particularly attractive for Mexico, e.g., 
important technology transfer, significant employment 
generation, large export potential, and industrial diversifi- 
cation. The current administration which will be in office 
until 1988 has stated it will not,make any significant changes 
in the laws relating to foreign investment. 


Between 1960 and 1981 direct foreign investment played a 
relatively small role in Mexico'; total external financing 
requirements which were fulfilled principally by borrowing. 
Furthermore, although GOM authorizations for new foreign 
investment rose in 1983 and 1984, net annual direct investment 
flows have declined during each of the past two years, 


averaging only $425 million as compared to $996 million during 
the 1979-82 period. 


The de la Madrid Administration has publicly stated that it 
welcomes foreign investment although clearly it favors 
channeling such investment into certain areas of the economy. 


In February 1984 it issued new guidelines for foreign invest- 
ment and specified that majority foreign ownership would be 
allowed in certain high priority sectors such as heavy 
machinery, electronic equipment, high-technology products, and 
hotels. Also, new technical regulations facilitating admini- 
strative requirements were promulgated later in the year. 


Nonetheless, potential investors will continue to be screened 
carefully. 


The U.S. Department of Commerce Expands Services to U.S. Firms 
Doing Business in Mexico: With the return of positive GDP 
growth in the Mexican economy, demand for the commercial 
services offered to U.S. businessmen by the United States 
Department of Commerce has increased, The number of public and 
private trade opportunities sent to the Department of Commerce 
in Washington for distribution to subscribers of the Trade 
Opportunity Program (TOP) was up from 410 in fiscal 1983 to 735 
in fiscal 1984. The number of U.S. firms counseled by the 
Commercial Section was up from 1,831 in fiscal 1983 to 2,504 in 
fiscal 1984 and the number of foreign firms counseled from 
3,732 in fiscal 1983 to 11,325 in fiscal 1984, U.S. exports to 
Mexico increased in 1984 for the first year since the 1982 
crisis. Leading U.S. non-agricultural exports to Mexico 
include replacement parts for gasoline engines and electric 
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motors; radio, telegraphic and telephonic equipment; styrene 
and articles of rubber and plastic; electronic components; and 
general merchandise not manufactured in Mexico. Emphasis on 
the following sectors is part of the national development plan: 
telecommunications, metal and metal-processing, environmental 
control, computer technology, industrial port development, food 
processing and packaging, and home construction, 


In 1984 the U.S. Department of Commerce established a 
commercial office in the American Consulate in Guadalajara, an 
important industrial area especially with its increased 
activity in electronics. This office is staffed by one 
American and three Mexican commercial specialists. The U.S. 
Department of Commerce intends to place an American Commercial 
Officer in the U.S. Consulate in Monterrey in 1985. The new 
Monterrey Commercial Office will offer expanded commercial 
services for the entire northeast region of Mexico. Both the 
Guadalajara and Monterrey offices will be prepared to offer 
complete commercial services and welcome the opportunity to 
serve U.S. business interests. 


For U.S. firms or their Mexican subsidiaries, the United States 
Trade Center, located in the heart of Mexico's financial and 
business district, is planning a full schedule of exhibitions 
to promote U.S. products and technology. With only a limited 
amount of foreign exchange available for travel, Mexican buyers 


have been attending U.S. Trade Center shows in record numbers. 
Exhibitions to be held at the Trade Center in 1985 include the 
following: Mining Equipment, Feb.19-22; Electric Components and 
Accessories, March 19-21; Educational and Training Equipment, 
April 23-26; Communications, Merchandise Handling, and 
Transportation Equipment for Ports and Airports, May 14-17; 
Computers, Peripherals, and Software, June 4-7; Chemical 
Products for Agriculture and Industry, July 16-18; Fire, 
Security and Safety Equipment, August 6-9; Industrial 
Processing Controls, Sept. 24-26; Agricultural and Livestock 
Equipment and Machinery, Nov. 21-25 (Guadalajara); and, lastly, 
an exhibition for U.S. firms of all types seeking represen- 
tation in the Mexican Market, Dec. 3-5. 


For information on any of the above promotions, please contact 
the Show Promotion Officer, U.S. Trade Center, Liverpool #31, 
Mexico, D.F., Mexico telephone (905)591-0155. For information 
on commercial services to U.S. businessmen, contact the 
Commercial Attache, American Embassy, Mexico, Reforma 305, 
Mexico, D.F., Mexico telephone (905)211-0042. 





Wouldn't it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
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We give you country-by- coun- 
try marketing reports, incisive 
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ucts worldwide, and success sto- 
ries of firms like yours. We'll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
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The U.S. Government Wants 
You to be Well Informed 
About Foreign Investment 


That is why the U.S. Department of Commerce monitors 
foreign direct investment in the United States. Its Office of 
Trade and Investment Analysis identifies foreign interests and 
other data relating to size, location, and industry sector of 
individual foreign direct investment transactions. 
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of valuable data in the three convenient-to-use tabular for- 
mats of Foreign Direct Investment in the United States: Com- 
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